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In an open economy, the optimum target of one country’s macroeconomic control 
is to simultaneously achieve the internal and external equilibria of the economy. 
Monetary policy is the basis of the internal equilibrium, while exchange rate policy is 
key to the external equilibrium. The coordination between exchange rate policy and 
currency policy is thus an important condition for one country to realize its internal and 
external equilibria. In this thesis, the coordination of exchange rate policy and monetary 
policy is a direct clue, while the realization of internal and external equilibria in an open 
economy is an indirect one. This thesis is based upon western conflicts between internal 
and external equilibria, the matching theory of policies, and the comparison and 
reference from both positive and negative sides of the relationship between financial 
opening and macroeconomic policy. According to the practice situations of conflict and 
coordination between exchange rate policy and monetary policy in China, this thesis 
explores the optimum scheme and the best way for coordination between the two 
policies.  
In the introduction part, we will explain the reasons to select this subject—our 
motivation and the significance of this research. We will also review the research on this 
subject in China and abroad and introduce our research thinking, our methods, and the 
research framework of the thesis. 
The rest of this thesis consists of four chapters. In Chapter 1, we introduce the 
theories on coordination between exchange rate policy and monetary policy in an open 
economy. These theories provide a theoretical basis for exploring the conflict and 
coordination between China’s exchange rate policy and monetary policy. In Chapter 2, 
we provide a reference to international experience in developing countries concerning 
coordination between exchange rate policy and monetary policy. By a comparison 
between the Southeast Asian financial crisis and the success of Chile’s capital account 
opening, we draw some beneficial experience and lessons. Chapter 3 is focused on an 
empirical analysis on conflict and coordination between China’s exchange rate policy 
and monetary policy in an open economy. We review three conflicts between exchange 
rate policy and monetary policy occurred in China after the unification of exchange rate 













operation framework of China’s exchange rate policy and monetary policy and China’s 
present internal and external economic environments, we propose policy suggestions on 
coordination between China’s exchange rate policy and monetary policy in an open 
economy.  
Based upon the above comprehensive analysis, we get the following conclusions: 
1. Exchange rate policy and monetary policy are important parts of one country’s 
financial policy. An improvement of coordination between the two policies not only 
guarantees the healthy operation of China’s macro economy, but also is the key to 
realization of internal and external equilibria of the economy in accordance with the 
conditional opening of capital accounts in China. 
2. At present, there is much conflict between exchange rate policy and monetary 
policy in China. The reasons for that are: 1) China’s gradual opening of financial 
industry leads to failure of capital account control. The fixed exchange rate system 
weakens the effectiveness and independence of monetary policy. This shows that the 
“ternary paradox” is valid in China. 2) Due to the influence of many institutional factors, 
the interest rate and exchange rate transmission mechanism fails sometimes to 
coordinate in time the conflict between exchange rate policy and monetary policy. 3) 
For a long time, the illogicality of China's internal economic structure has been a 
fundamental reason for China's internal and external economic unbalance and the 
difficulty in policy adjustment in exchange rate policy and monetary policy.  
3. Exchange rate policy is a part of monetary policy. A series of institutional 
arrangements are needed for fitting exchange rate policy into the framework of 
monetary policy. The emphasis of coordination between exchange rate policy and 
monetary policy should be placed on the reforms in the exchange rate and the interest 
rate mechanisms as well as supporting measures which help play interactive roles of the 
two mechanisms. In addition, acceleration of the economic structural adjustment and 
realization of economic growth led by internal demands are practical measures for 
coordinating the conflict between exchange rate policy and monetary policy.   
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